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Average exchange rate 
for Jan-June 1975 2 
US$1.00 = HK$4.829 KEY ECONOMIC INDICATORS 1/ 
D 
C % Change C 
B JAN-JUNE over lst half 


Item Unit 1974 1975 B_in HK$ 


INCOME, PRODUCTION, EMPLOYMENT 
GDP @ Current Prices $ bil 
GDP @ 1966 Prices ” 
Per Capita GDP, Current 
Per Capita GDP, 1966 Prices 
Production (Expts) Maj. Mfg. Items 
Textiles and made ups 
Clothing 
Plastics: Toys and dolls 
Flowers 
Electronics: Transistor radios 
Components 
Tourist arrivals, civilian ‘000 
Average daily industrial wage 3/1964-100 
7/1973-100 
Registered industrial employment ‘000 
Registered industrial vacancies Ee 


MONEY AND PRICES, end of period 

Money supply 2/ $ bil 
Bank deposits 4s 
Bank loans is 
Banks' prime lending rate to 
Public debt $ mil 
General consumers' price index 3/ 1964-100 


BALANCE OF TRADE 

Balance of trade - worldwide $ mil = 373.2 + 32,5 

Balance of trade - U.S. " 270 10.0 

Domestic exports, FOB 2,030.1 14.5 
U.S. share 584.8 23.9 

Re-exports, FOB 665.4 13.1 
U.S. share 47.1 9.9 

Imports, CIF : 3,068.7 16.9 
U.S. share 351.9 SL. 


Main trade with U.S. ($ mil) the first half of 1975 Exports to U.S. (FOB) -- Textiles 
and clothing: 258; electronic and electrical products: 126; plastic toys and dolls: 54; 
plastic flowers: 13; watches and clocks: 11. Imports from U.S.--Electronic products: 69; 


textile fibers, including raw cotton: 10; diamonds: 33; air conditioners: 5; fruit and 
vegetables: 31; textile fabrics: 12; and tobacco products: 16 


Footnotes: 1/ All monetary amounts in this report are denominated in US$ unless otherwise 
indicated. 
2/ Notes in circulation plus demand deposits. 
3/ Yearly average. 





Continuing Recession 


The first half of 1975 saw a continuation of the same factors 
that have influenced the Hong Kong economy since mid-1974. Hong 
Kong is highly dependent on its exports and tourism. Both have 
suffered as a result of the world-wide recession. Unlike other 
economies, however, Hong Kong has reacted in the traditional manner. 
Inflation stopped dead in its tracks at the end of the first half 
of 1974. Exports, imports and tourism are down this year, as well 
as the trade deficit. Interest rates have declined. The Hong Kong 
Government predicts no growth in Gross Domestic Product for 1975. 


Hong Kong's specialization in industries as well as markets 

continued. Textiles, apparel and tourism retained their large 

shares of total economic activity and remained the major industries. 
The U.S. continued to hold its position as the number one market for 
Hong Kong's exports as the Federal Republic of Germany edged Britain 
out of second place. A continuing trend, however, appeared to be a 
decline, in both absolute and percentage terms, of the U.S. share of 
Hong Kong's exports and imports. Nevertheless, Hong Kong still 
relied on the U.S., Germany and the U.K. to market 56% of her exports. 


Outlook 


Despite the lackluster performance over the past year, there is 
growing confidence that Hong Kong has weathered the storm and is 
about to resume its earlier impressive growth as the U.S. and other 
important markets recover from the recession. Supporting this is 
the widespread belief in business circles that orders are picking 
up noticeably. The first statistical evidence of a turn around 
appeared in the September trade figures which showed exports up by 
18% compared to September 1974. September's performance may have 
been exagerrated by several non-recurring factors. It is likely, 
however, that the strong recovery exhibited by the U.S. economy in 
the third quarter, combined with continued, if reduced, inflation 
in Hong Kong's markets will cause a sustained upsurge in exports 
toward the end of the year. Certainly, Hong Kong's price and wage 
stability during the past year should improve her competitive 
position with respect to other exporters in this part of the world. 
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CURRENT ECONOMIC SITUATION AND TRENDS 
The Business Climate -- No Growth and No Inflation 


The recession that began for HK in mid-1974 continued through the first half of 1975. 
The atmosphere was, however, cautiously optimistic because of the complete price sta- 
bility and the conventional wisdom, propounded by government officials as well as 
businessmen, that orders were picking up. More and more shipments were made by air, 
reflecting the increasing unit value of HK's exports as well as the propensity of her 
customers to shy away from holding large inventories. Some analysts also believe that 
the <ecovery in the U.S. was faster than expected, causing rush orders to HK suppliers, 
who have a reputation for fast delivery. (During busy periods HK factories operate 24 
hours per day seven days a week.) 


In March, 1975, the average daily wage for workers was only 1% higher than in September 
1974. Stable costs of raw materials and unchanged wage rates appear to have been the 
principal determinants of the remarkable price stability enjoyed by HK during the period. 
Another important factor was the general decline in food prices, principally rice, most 
of which is purchased from the PRC. Top grade rice, for example, declined in price by 
16.8% from December 1974 to June 1975. There had been considerable worry that 1973's 
spectacular round of inflation had severely damaged Hong Kong's ability to compete with 
her neighbors such as Taiwan and Korea. Hong Kong's price and wage stability over the 
past year has done much to allay these fears. Local officials now believe HK has 
substantially regained her earlier competitive position. 


Credit eased substantially. After a contraction gf 3.3% in 1974 the money supply 
(currency in circulation plus demanddeposits, or M~) expanded by 9.5% in the first half 
of 1975--an annual rate of 19%. The expansion appears to have been caused by a large 
inflow of flight capital from countries in East Asia, principally as a result of the 
collapse of South Vietnam and Cambodia in April 1975. This influx has created what is 
now believed to be a condition of excess liquidity in the banking system. It's exist- 
ence was demonstrated in September when the new Mass Transit Authority easily floated 
its first loans for construction of the planned subway. 


Workers purchasing power has remained constant so far this year. Real average daily 
wages were the same in March 1975 as in September 1974. The HKG does not collect or 
publish an unemployment series. However, one can reasonably assume that substantial 
unemployment continues. Figures for total employment showed an increase, but not 
enough to reduce the high unemployment. The labor unions continued to play a very 
small role and there were virtually no strikes during the period. 


The HKG has been predicting a quickening of business activity from mid-1975 as the 
U.S. economy improves. A symbol of the HKG's confidence in the future is its deci- 
sion taken in September to go ahead with construction of the Mass Transit Railway; 

a 32 mile subway system spanning the harbor and connecting Hong Kong Island with many 
parts of Kowloon. The initial phase of 9.75 miles will cost $1.2 billion. It is 
expected to take 5 years to complete. Despite the fact thatHK has an excellent and 


profitable system of public transportation composed of buses, ferries, trams and taxis; 
Government planners believe continued high population growth and economic expansion 
will require a much more efficient system in the future. 


Government's Medium Term Growth Forecast: In the course of a speech to the "Asian 
Business in 1976" seminar, the Financial Secretary forecast growth of at least 6.7% 
p-a. over the next decade, compared with a 7.7% annual average in the 8 years to 1973, 
and zero growth in 1974 and 1975. The principal reasons adduced for the forecast were 
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a rapid (2% p.a.) growth in the labor force, a high level of expected investment, 
and the spare capacity created by the sluggish conditions of the last 2 years. He 
also predicted that the growth of public sector expenditure, which has recently 
exceeded that of GDP as a whole, would in future be kept in line with GDP growth. 


Exports -- A Waiting Game é 


Domestic Exports showed a decline from the previous year for every month in 1975 
through August. From January to June 1975, the value of exports was down by 14.5% 
compared with the same period in 1974. The products that declined the most were 
scrap metal (down 50%), textile yarn and fabrics (down 41%), transistors (down 39%), 
plastic toys and dolls (down 33%). Hong Kong's key industry of clothing showed an 
increase of 3%. Exports of watches increased by 24%. Efforts of the HKG to diver- 
sify its exports have had no noticeable affect as yet according to the statistics. 
Textiles and apparel made up 50% of all exports--exactly the same percentage as in 
previous years. There was, however a further diversification of markets as the U.S. 
share of HK's total domestic exports continued its decline from its all time high of 
42% in 1969. In the first half of 1975, only 28.8% of HK's exports went to the U.S. 
Nevertheless, the U.S. remained the principal market as West Germany nosed out the 
United Kingdom for a distant second place with 13.6%. 


A substantial improvement is expected in the second half of 1975. The first sign 
appeared in the September figures. For the first time since September 1974, monthly 
exports were higher than the same month of the preceeding year. September 1975 was 
18.2% better than September 1974. It is too early to know how much of the increase 
resulted from non-recurring factors (heavy shipments following the July-August freeze 
of textile export licenses for the EEC, shipments to the U.S. before the end of the 
quota year on September 30) and how much from a bona fide increase in foreign pur- 
chases. It is likely that a substantial portion of the increase represents a trend, 
given the impressive rate of recovery of the U.S. economy in the third quarter of 1975. 


Re-exports declined by 13.1% from the first half of 1974 to the first half of 1975. 


Imports. Hong Kong has almost no natural resources and must import nearly all of its 
raw materials and food. The level of imports is,therefore, an unusually good indica- 
tion of economic activity. In the first half of this year, imports were down even 
more than exports--or 16.9%. This trend also reversed in September as imports rose 
17.6% over September 1974. Japan , China and the U.S. retained their position as 
the major suppliers with 21%, 19%, and 11% respectively. The U.S. share dropped 

back from its unusually high 14% in the first half of 1974 largely because HK switched 
its purchases of cotton away from the U.S. to less expensive suppliers. The major 
products imported from the U.S. were electrical goods, including electronic compo- 
nents and parts, machinery, non-metallic mineral manufactures (diamonds, etc. 


fruits and vegetables. 
Tourism -- No Growth 


Tourism follows textiles as HK's second most important industry. The fast growth of 
tourist arrivals through 1973 started to recede in 1974 and actually declined in the 


first half of 1975 by 3.8%. After a further decrease in July 1975 of 6.7%, the 
trend began to reverse in August (up 1.9%) and September (up 11.5%). The decline 


has left HK with excess hotel capacity as several new hotels opened for business 
this year. Current occupancy rates are 65%. This should improve over the coming 
year, however, as the numbers of tourists increase. The largest percentage of 
tourists (30%) come from Japan. The U.S. is second with 15%. 
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Finance '-- Excess Liquidity 


Hong Kong's visible trade deficit declined by 32% to an annual rate of only $721 
million. This combined with a large inflow of capital resulting from political 
conditions in S.E. Asia to cause a substantial increase in the money supply and 
the liquidity of the banking system. The liquidity ratio continued to rise steadily 
in 1975, reaching 48.3 in June, the highest it has been since 1971. As a result 
the prime interest rate declined to 9% in January, 7.5% in March, 6.5% in April 
and has since remained at 6.5%. The exchange rate Of the U.S. dollar plummeted 
to HK$4.605 in February and then climbed gradually back to HK$5.058 in August. 
This return to what is believed to be a more normal rate in the 5:1 neighborhood 
has allayed earlier fears that the appreciation of the HK dollar would make HK's 
exports uncompetitive because of their higher price. 


The stock market reflected the growing confidence as the Hang Seng Index climbed 
from December's record low of 171.11 to 321.20 in June, a level comparable to 
early 1974. 


The HKG, like every other enterprise in HK, normally shows a profit. But decreased 
economic activity and gradually expanding social welfare programs caused a budget 
deficit of $82 million in FY 74 (April 1, 1973 to April 1, 1974) and threatened a 
much larger one of $454 million in FY 1976. In response the Government cut back 
on services and other expenditures, raised taxes and fees slightly (the corporate 
income tax was raised from 15% to 16.5% while the personal maximum was left at 
15%), and announced its intention to borrow the remaining deficit from both domes- 
tic and foreign sources. This will be the first issue of HKG bonds of any conse- 
quence and the rate of interest has still not been decided. 


The Mass Transit Railway Corporation has announced that 17 banks, led by Manufac- 
turers Hanover Ltd., have undertaken to provide a $400 million loan toward the 
$1.2 billion cost of the HK underground system. The loan is a 7-year Eurodollar 


facility, carrying for the first 4% years a margin of 1.625% over the London 
interbank offerred rate, and thereafter a margin of 1.75% on the first $200 million 
outstanding and 1.875% on any excess utilized by the corporation. The bank syn- 
dicate will shortly be widened to include other banks. Taken together with the 
$100 million facility raised locally, expected export credits of $400 million, 
and expected supplier credits of $100 million, the latest facility would appear 
to take the funds available to the MIR to $1 billion. The corporation's Chief 
Executive confirmed in an interview that the MIR intends to float a local bond 
issue some time within the next 6 months. The amount envisaged, according to 
authoritative sources, is up to $200 million. The timing of the issue will 
depend on market conditions. 


Inflation -- Or The Lack Of It 


Hong Kong has achieved almost perfect price stability since June 1974. The HKG 
publishes five different consumer price indexes. The most reliable are probably 
the two New Consumer Price Indexes; "A" for households that spend between $80 

and $299 per month, and "B" for those spending between $300 and $599. These 
indexes are based on weights derived from household expenditures indicated in 

the Government's Household Expenditure Survey, 1973/74. July 73-June 74=100. 
Both indexes stood at 107 in July, 1974; fluctuated between 106 and 108 during 
the ensuing year; and again stood at 107 in July and August 1975. In a world 
economy where stagflation has become the norm, and where many economists now 
believe the classical trade-offs no longer apply, this is a remarkable record. 


While part of this stability clearly resulted from a general decline in commodity 
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prices, a substantial amount of the credit must go to the fact that HK, with virtually 
no tariffs or quotas and with tame labor unions, comes closer to a classical, freely 
competitive market than almost any other economy. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Prospects 


So far in 1975, U.S. exports to HK have decreased more than HK's total imports. This 
is mainly due to the reduction of raw cotton shipments from the U.S. which began in 
late fall 1974 when HK shifted its business to Pakistan and other countries because 

of lower prices. With the decline in total trade during January-June 1975, the U.S. 
deficit declined to $270 million, compared with $300 million in the first half of 1974. 


Hong Kong, because of its free market and pro-American orientation, remains an excel- 
lent potential market for U.S. raw materials, food, and machinery. The American 
Fortnight, a series of commercial exhibits, in-store promotions and cultural events 
from October 18 to November 2, should have a very favorable impact on sales of 
American consumer and industrial goods. 


Despite a contracting market overall, U.S. sales of machinery, fruits and vegetables, 
and medicinal and pharmaceutical products all showed absolute gains during January- 
June, 1975. Eggs are beginning to penetrate the HK market in large numbers. 


Electronic components and parts remain the largest portion of HK's imports from the 
U.S., totalling $67 million during the first half of this year. These components are 
assembled into finished products, such as calculators, in HK and are then either sold 
locally or shipped to other markets or back to the U.S. for final sale. 


Other major imports from the U.S. are unset diamonds, tobacco, scientific instruments, 


photographic and optical goods, watches and clocks, textile yarn, fabrics and made-ups, 
textile fibers, cereals, transport equipment, and chemical products. 


Foreign Investment: The Campaign Continues 


Hong Kong is anxious to move out of its traditional, labor-intensive product lines 
into medium and high technology items. The HKG is particularly looking for invest- 
ments that will spin off productive and managerial know-how. Although the HKG is 
confident that its very congenial business environment and developed infrastructure 
will spark investor interest, it is going the extra step in welcoming industrial 
investment by making land available at attractive prices both through private treaty 
sales and the establishment of industrial parks. Some progress has already been 
made. The most noteworthy new industry in HK is the recently opened Outboard Marine 
Asia, Ltd. (a subsidiary of Outboard Marine Corp.) a plant manufacturing outboard 
motors for sale in HK and elsewhere in S.E. Asia. 


The Department of Commerce and Industry recently joined with the Hong Kong General 
Chamber of Commerce to organize an investment mission to the U.S. In October, the 
mission met with a number of potential investors in New York, Chicago, and other 
major American cities. The group was gratified by the interest and receptivity shown 
during most of their discussions and expects substantial tangible results over the 
coming years. 


There are 550 U.S. firms now operating in HK. While the majority are regional sales 
and/or administrative headquarters, over 106 are engaged in manufacturing and represent 
over 40% of foreign industrial investment in Hong Kong. 


* UsS. GOVERNMENT PRINTING OFFICE: 1976—210-946/74 3-1 
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